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Overvinw

The OECD Has Sharply Lowered Its Estimates for Roal GNP Growth in 1975
in the major developed countries - Canada, France, Italy, Japan, the United
Kingdom, the United States, and West Germany. For the seven countries as a group,
the Secretariat projects a 1.6% decline in output, compared with the 0.25% increase
foracast just two months ago. Ruvisions were sharpest for

® US GNP, now projected to drop 4.5% instead of 2%:
o Canadian GNP, to increase only 1% instead of 3.6%: and
® West German GNP, up only 0.8% instead of 2.5%.
The gloomier OECD forecast reflects the sharp economic deterioration in the

last few months of 1974, which is spilling over into 1975. A moderate recovery

is projected for the second half of this year, following three consecutive half years
of declining output.

: Note: Comments and gueties reparding the Economic Intelligence Weekly are weleomed. They may be directed
25X1A o I ' OMce of Economic Research, Code 143, Extension 7892,
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OECD forogeos ovorall scnnomic growth in the major cotintrios, excluding tho
United States, of 1.6% in 1976, Wo bolieve that the Secretariat Is overly optimistic
about tho strength of the rocovery In tho second half and that growth for tho

voar will bo more like 1%.

Major Foreign Countries Romain Reluctant To initiote Stimuiative Moosuros

cts 25X6
L
25X6
On the Prico Front, worsening economic conditions have nearly halted
wholesale prico inflation in most industrial ecoromics. [ INEG_G—— 25X6

25X6 I he inflation of consumer prices
remains intense -- averagina 12% In the major economies, well above the leng-term
rate. Furthermore, generous wage settlements continue to be layered into the

industrial cost structure. 25X6

25x6 | (Confidential No Foreign Ditsom)
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OPEC EQUITY INVESTMENT OFF TO SLOW START

Investment in cquitics by OPEC states in 1974 was smail ~ only about
$1.4 billion, or 2% of the investable surplus of around $60 billion. Kuwait, Saudi
Arabia, and Iran accounied for most of the purchases, one-half of which consisted
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of US common stocks. The governments of OPEC countries, influenced by their
Westorn  banking advisers, have been reluctant to invest heavily in shaky equity
murkots,

Purchases in 1974

Kuwait, tho most sophisticated Investor in the Middle East, bought neurly.
$1 billlon In oquities lust ycar. The Kuwaitis have used their own financlul
institutions as well as major international banks to make the investments, The
Kuwait Ministry of Finance has acquired stock in the Dresdner Bank, its principal
investmont outlet in West Germuny. ‘This bank arranged the purchase of 14.6%
of Dalmler-Benz for $396 million. Xuwait has also bought at least $300 million
worth of US cquitics, the bulk of which ure held in & New York avestment
account. Similar accounts in West Germany and Switzerland of 5200 aillion
probably consist mainly of cquitics.

The Saud! Arabian Monetary Agency, responsible for handling the new fiood
of money, has bzen slow to commit funds to cquity investment. With advice of
American banks, the Saudis have purchased at least $325 million in cquitics, all
blue-chip US stocks.

Iran has made only onc major equity investment - the purchase of 25% of
Krupp Steel for $100 million.

Outlock for 1975

OPEC countries arc preparing to invest more heavily in cquities by building
up their investment institutions and by sccking more guidance from Western banks.
Equity purchases, while likcly to increase in 1975, will remain a small portion
of OPEC investment.

Saudi Arabla not oi\ly is sctting up an investment advisory board of American
and Europcan financial cxperts but also is planning to establish government financial
representatives in London and possibly New York. The Saudis plan to put $500
million to $1 billion, or 2% to 4% of surplus revenucs, in US cquitics. Kuwait
probably will also increase its equity purchascs, which accounted for about 15%
of its new investment last ycar. Saudi Arabia, Kuwait, and other oil producers
arc showling increasing intcrest in buying into forcign financial institutions,
presumably to be uscd as additional channcls for equity investment.

[l

Iran has set up sn Trganization for Investment and Economic and Technical
Assistance to oversee forcign investment. Purchascs of equities will favor companics
that can complement Iranian development programs. Venczucla and Qatar have
recently turned to Swiss and US banks for investment advice.

.
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OPEC nations will Le purchasing equities mainly to diversify their total
financial holdings rather than to gain control of firms. Most acquisitions probably
will be limited to no more than 5% of a company's shares, Becsuse of unfavorable
reaction to the Daimler-Benz transaction, OPEC states are lkely to seek government
approval before buying substantial interests in other firms. (Secret No Foreign
Dissem)m

L2 R I

SAUDI ARABIA: SORTING OUT DEVELOPMENT PRIORITIES

Looking to the distant future when oil revenues will tail off. Saudi officials
have promoted o melange  of  costly  programs for the construction of
capitul-intensive projects in oil-based industrics. Emphasis now must be placed on
judgments conerrning development prioritics rather than on the proliferation of
more spending schemes.

Throughout 1975, Saudi officials will be struggling to taunch their $60 billion
five-year cconomic plan. Although a $12.6 billion program for hydrocarbon-based
industry was recently announced by the Saudi state corporation Petromin, final
drafting of the state plan remains incomplete, with guidelines for initiation,
coordination. and implementation still undecided.

King Faysal is beset by internal mancuvering for contrel of the administration
of development programs. A major unresolved conflict exists between Central
Planning Chicl Hisham Nazir and his supporters, who advecate central control of
all project funding and implementation, and Oil Minister Yamani, who wants to
‘petain contro! over hydrocarbon-related industry.

Government failure to deploy a development plan has not deterred foreign
cnireprencurs from secking Saudi business. Despite Saudi preference for dealing
with Americans = who can  provide markets for cxports arising  from
diversi

ion —.businessmen from other forcign countries arc very much on the

. I

7
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EC: FIVE-YEAR COOPERATION ACCORD WITH 46 LDCs

The  European Community has negotiated  a comprehensive  five-year
cooperation agreement with 46 African, Curibbean, and Pacific countries, ! The
document is cxpected to be signed in Lome, Togo, on 28 February,

The agreement has been hailed as model for the West's relations with the
developing world and as a turning point in relations between rich and poor nations,
Although such tributes are somewhat overdone, the provision that aims at giving
the developing countries a stable income from their commodity cxports may prove
significant,

Under the agreement, the 46 countrics receive free entry to the EC for all
their industrial products and 96% of their agricultursl exports. These preferences,
together with financial aid, were the main ingredient of the carlier EC association
arrangemenis  with 22 African states, but the new agrcement  adds new
dimencions — the export stabilization plan and a protocol on industrial
cooperntion. It also brings in 18 commonwealth states and 6 African states that
were never colonies of EC countries. The 46 countries account for 2% of world
exports and 2.5% of EC imports.

- 1. The 46 countries are:
‘ ‘ ‘ Nigeria
o Bahamas Grenada R::ndn
. Baibados Guinca Scnegal ‘
Botswana Guinea Bissau Sicrra Leone
Purundi Guyana Somalia
. Cametoon lvory Coast Sudan
Centtal African Republic Jamaica Swaziland '
Chad Kenya Tanzania
Congo Lesotho Togo
l?nhomey o ‘ : Literin Tonga
E:qunlodal Guinca Mdozasy Republic Trinidad-Tobago
Ethopis M/lawi Uganda
i Mali Upper Volta
Gabon Mauritania Western Samoa
Gambia Mauritius Zaire
P Ghama Niger . Zambia
. 8
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Export Stabilization Program

_ The export stubilization plan grew out of a desire on the part of the developing
Lo countrics for a stable income from their oxports of raw materials, ‘The first such
arrangement between deveioped and developing states, it stipulates that the EC
will provide grants or loans, mainly of a concessionary nature, to signatorics whosc
carnings from cexports to the Community of 11 agricultural commodities and of
iron ore fall below a minimum reference level.

To trigger u payment, the product must account for at least 7.5% of the
_ country's exports and the decline in export carnings from that product must Le
. at least 7.5%. (In both cases, the percentages are 2.5% for the least developed
countrics of {he 46.) These financial transfers will equal the drop in export carnings.
The EC has sct aside some $465 million to finance the scheme over the five-year
duration of' the agrcement.

‘The final list of products consists of pcanuts, cocoa, coffee, cotton, copra,
) palm oil, hides and skins, wood products, bananas, tea, raw sisal, and onc mineral,
iron ore. Iron ore was a last minute concession by the EC, which specified that
its inclusion should not constitutc a preccdent for other minerals. Some EC
countrics had originally sougitt to tie the export stabilization scheme to a provision
guarantecing EC access to oertain raw matcrials, This proposal was eventually
dropped, however, and no supply commitments other than a special arrangement
for sugar were included in the final agreement,.

s Trade Prefercnces

The EC also agreed to relax its rules on how much processing an export

. | product of a developing country must undergo before it qualifies for duty-free
entry into the EC. Developing countries had complained that the old rules harmed

their budding c¢xport-oriented industries and made regional arrangements among

the poorer states difficult. In the negctiations, the EC moved carefully because

* there is a chance that more liberal rules could provide a backdoor entry for cheap

manufactures from developed countries _ 25X6

The Community was tougher on agricultural than on industria’ issucs. The
agrcement allows 96% of the farm products of the 46 to enter the EC free of
' duty, but the EC decclined to grant free and unlimited access for farm products
that seriously compete with products grown in the EC. On the remaining 4%, the
EC will grant only preferential access; free entry would violate the EC common
agricultural program.

: Approved For Release 2000/09/14 : CMDP86T00608R000500140007-6
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Sugar Agrecment

The sugar producing countries accepled a puaranteed price tied to internal
iC prices {or shipments of up to 1.4 million tons per year.

25X6
25X6

Reverse Preferences

Reverse preferences - preferential aceess for EC exports to the developing
country markets —~ was a highly charged issuc in the negotiations. Against strong
French objections, the 46 succeeded in climinating all reciprocal obligations from
the new agreement. It is now up to cach developing country to grant reverse
preferences if it wishes. Only Scnegal, the Ivory Coast, and possibly onc or two
others arc apt to do so.

Development  Assistance

The EC agreed to provide about $4 billion i development assistance through
the European Development Fund. The flow of funds will be spread over four years,
not five as originally planncd. The 46 persisted until the last minute in their demand
for an $8 billion devclopment fund; the Nine, led by West Germany and Ttaly,
would go no higher than $3 billion. The new agreement ‘gives the developing
countrics a much more active role than before in determining the scope of EC
aid and the uscs to which it will be put.

The New Relationship

Led by Scnega!l and Nigeria, the 46 demonstrated remarkable solidarity
throughout the recent negotiations, given the complexity of the economic issues
and the political and cultural diversity among them. This solidarity accounts, in
great part, for the concessions won. The EC hopes to gain in return a considerable
measure of goodwill, a valuable asset in a world concerned with access to raw
materials and export markets.

The 46, in fact, rejected the "association” label as implying less than full
autonomy for them. Reflecting this sensitivity, the participants to the agreement
will meet regularly at the ministerial and the ambassadorial level. In addition, they
will establish a consultative assembly composed of members of the European
Parliament and representatives appointed by the developing states. These institutions

10
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promise to provide a regulur channel of commumication between the FC and the
developing states just us other channels between the developed and developing
worlds are becoming clogged with acrimony, (Confidentlal No Foreign Dissem)

* ¥ % %

INDIA: GRAIN TIGHTROPE

India can look forward to & medium-size spring harvest and o increasing
imports of grain over the next several months, Given the inexorable rise in
§ opulation, the low state of grain stocks, and the muddied arrangements for grain
distribution, India will continue to have an uncasv balunce between supplies and
minimum nceeds.

Indian Grain Production
Million tons

Crop Year' Fall Harvest Spriag Harvest

1969/70 e

1870/71

1871/72

1972/73

1873/74

1974775

fest)

1. July through June

Production and Prices

The US Embassy forecasts the upcoming spring grain harvest at 38-40 million
tons, compared with 36.9 million tons last spring and the record 42.2 million tons
of 1972. Grain production for the crop year endi= | in June is estimated at

11
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96-99 million tons, marking the fourth successive year India has failed to match
the peak year of 1970/71, Indian government cstimates for 1974/75 are runring
several milllon tons higher than ours, reflecting the optimistic bias characteristic
for this time of year.

Wholesale grein prices, which were §1% higher in September than a year catlicr,
declined 7% in the last quarter of 1974 with the onset of the fall harvest and
remained stable in January. Purchases of forcign grain and stringent anti-inflationary
measures since midsummer contributed to this casing in prices.

Imports

New Delhi has arranged for about 4 million tons of grain imporls in the first
half of 1975, pushing 1974/75 imports to abeut 7 miliion tons. This total includes
commercial purchases of 4 million tons of US wheat. (India has replaced China
us our largest customer.) Another 2-4 million tons will probably be soupht for
delivery next summer and fall, depending on the amount pro ‘ured from the spring
harvest and the performance of the summer monsoon. To accommodate rapidly
growing grain deliverics, New Delhi is expanding use of its smaller ports and
importing additional grain unloading cquipment. (Unclassificd)m

* X X B

GREECE MOVES SLOWLY TOWARD REFLATION

The government of Constantine Karamanlis, installed last July and confirmed
in office by the November clection, is cautiously trying to get the cconomy moving
again. The military government in its last year had slowed inflation and contained
the trade deficit at the cost of declining output. Economic activity has picked
up under the new regime; further progress secms likely in 1975,

Reviving Growth

Both industrial production and GNP declined in 1974 by about 2%, after
six consecutive ycars of rapid growth. Although still hamstrung by inflation and
trade problems, the economy has begun to recover since midycar. By October,
industrial production had recouped two-thirds of the 17% drop from the February
peak.

12
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GREEUE: ECONOMIC INDICATORS
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Tight fiscal and monetary policics adopted in late 1973 atatted the slowdaown,
mobilization for the Cyptis crisis in duly 1974 cartied it to its nadit. The cconomy
was further depressed last year by a SIRO million jump in net oil imports, to
$720 million. Tourism - a major industry - was hit hard by the worldwide
cconomic slowdown and a sputt of anti-Americanism following Tutkey's invasion
of Cyptus,

‘The Katamanlis government has contunved the moderately expancionary line
initiated by the military government just before ite ouster. 1t quickly abolished
a special tax on construction and has now eased credit restraints. The 1975 huderet
calls for apending to sise by onc-third, an increase that almost certainly will exceed
the tise in tax collections. To spur consumplion, the governmens is providing fax
concessions to low=income groups,

Fear of rckindling inflation will act as a hrake on governmoent <timulative
cfforte. The ausietity program lowered the annual rate of increase to 1R 6% during
Januaty-June 1974, comparcd with the w7 average of 1973 Although inflatinn
continued to slow in the thitd quarter of 1974, <trong cxpansionary measutes could
wnd prices soaring again.

(.NP hould peat 2 small gain in 1975, pethaps excecding the 1973 level by
a wrccmagr point. Recent announcements of majot invesdment proejecie ageeed
that the new tegime has won the conflidence of domcddic and fotvign businessanen,
Unemployment acvertheless ie likely to woreen becauee of a seflux of emigrant
wotkery from recessaion-plapicd Weddern Purope.

Balance-of-Paymentr Constraints

RBalance-of-paymoente problems will keep Athone from mogng vigetoashy o
sput growth. The trade defiot amounted to §7 8 Mathon in 1974~ about the wame
a it 1973 « even thouph unport volume (el export volume rose subelantially,
and cxport prices incarvawd neatly as much avimpott pices. This somber anthmet
reflects the fact that cxport catmngs an 19730 were omly 3 thind ac largr a2z import
expenditures.

Financing protiemy would have been more sovere af an ancfease an feoopls
from transport services had not offwct the deching in toutid cammings and wotkes
remitlances. An increase in reccipts of long-term capital « morthy Ioane from Bonn,
the IMF oil faality, and a comsottium of privale banke = tuctely compenwatod
for the drying up of shott-ictm capatal inflows Athen mm«rqm':.!h had 1o draw
down forvign roscrwes by $158 milhion
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Coreece: Nalomne of Payments
MBthon US $
Ll ]
1972 13 (Estimated)

Exports 86 1,230 1,1%
simports, fo.b, 2,197 1642 230
Nude balence 4,081 2,412 2450
' Tourlsm by 2] 402 263
Transportation 11 ] 474 R0
Remitiances LY o] m 878
Other invisibles I 304 420
Qurent sccomis dakence -+ 1,188 SN0
Long.term capital a7 688 1088
Awie balence 72 300 433

Noyments belance 7 93 43

To ‘mmﬂﬂt the trade balance in 178, the grvethment infends o cxpang
ite export incefitive program and switch try 2 different yetem of import gretrainge
Athene will tely on quantifative confrole on non .l ifeme and heavy faves om
petroleumn products, Toutiem wall remain depteased by high ait fares Greek-Turkich
tencion, afd the wontinucd anti-Ametican atmospherr. Patnings from ehipping
wivicer will tise hittle, at heet

In 1975, the cutrent account defict agsin will approvimate 312 Wilion,
fotdng continued heavy bottowmang sltoad Prospective lendess 1 b0 Paiie it
FC. and several OPEC countrics  Athens will t14 10 profect forezgn trutves, which
now hovet about the $900 million matk (Confubentizlie

t £ 3z =

‘ : US - CHINA TRADE OU'TLOOK: EXPORTS DOWN. IMPOHTS UP

The neatly $700 millicn sutphue enjrmed b0 the Unifed Stalee gn jte frade
with China in 1974 will b cut hampdy in 1978 1% capotte fo the PRO - featusrd
i the past two years by grains. collon, and st 0380 — comlbd 1211 o ome third 13ed
)1‘-43.! level, while US impotfe - mtdxm:imn!i; comaazmed goeewds - will gembinge
o niw.

"
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Com _ 24 112 o
Soyteans a1 120
Cotton 04 173
Vegetable vile p 19 &
Machinety shd equiprment ‘ ; o ) 1n?
OF wrhich: ‘
Airceafl, induding
ttpwves, parte, andd
1. 4 24 1 ni o
Seel scrap : b 2
Hhet 19 1
US imports 1 " e
Fond, bewetages, and 1 2a . A g 1
RBrivibes a66d orfhet 1 de
atsithial nsteriah & £ 10
Textile fibets 4 “ <
Neonfetrout meiah : % 1
Chemicals (inchiding
furwaiks) 2 1%
Cortton fabaice b i b
Antiqaes #pd wotke f a1t 1 8 '
etut . t4 :
! Semeiet: LB Deprimusd -5 cronac s dts

US Expuotts

Agrultutal peroxdnots o pattnoular wnbeans and colfon - 20 oanted for
temt o (e Jump in DS reperte 1o $807 miien an 1774 (hna's cutrent lom
intrpead in US ricultural producte deme faen 2n adequate demeetic crop. a
defctminslthon 1o esw a3 Lght forri cvchaspe - cabion, and dpaealisfa, ton wath
the quality of US whrat, c:on and embeane Priong n alteady canoricd conttagle
for more than Ball of the | O mallion tom of US shrat eohedubed for 1976 Selivery
aad b mepotiating cancrilation of the rermunder Lospictm arranpemente mith
Cansda, Amnlnalis, and Argrnting wili keep the Unuted Sater 3 reudss! suppdict
The Chinese Bve complaned of the high montute cortent of US corn and the

ie
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presenive of poisotcis dalute sweeds in soyveans, which probahly s ot ales
of these products. As fot cotfon, oulstanding vantracte call for delivery in 1975
of $00,000 bales watth about $100 milliors. Chinese intereet in 'S cotton has
diminished, howevet, which may potiend fevisions v the contracts

In coattast to fatt products, US industtial exporta chould contimue to tiee
in 1978, Although new otders for US machinety totaled emly 515 million in 1974,
deliverses undet 1973 conlraclts « potably equipment (or the eight Kellogg ammonia
. plants = will peak in 1975, With expott contrals off, 1§ calee of steel ertap el
tebound 1o the 1973 level of highet. Gaing ate likely for sucn US manufactutesd
goods 3y papes. aluminum, fertibizoe, and othet chemiale

US Impurts

The steady tise in US impotts of Chinese poends s likely to continue — ftom
$HIS million in 1974 to 3125150 million s 1975 Chinese interret in the US
matket is gowing at a moderate pace. Dtamatic changrs in produdcts o3 marketing
attangements are nol to he expected this yeat (Confidential No Foteign Ditsem)

South Africa: Gold Meets Higher Import Bifls

High gold prices = attributable in patt to worldwide inflation asd e ypectations
of US private purchases ~ enabled South Africa o mect ite dhypeacketing forcign
exchinge needs in 1974 with & reduced volutiw of gold peesduction and alee

billiee USS

2.3
19

Increaed camings in 1974 wete ewmential O fiancing 2 60% 1o n impothe, 1o
$8 billion. Ol imports quadiupled 1o more than 31 Wilbhon, and —ona impotty -
notably transpostation, mining, and commubicabiss: cquiprenl = umped b casur
of higher pniey and the physical requiremer. . of 2 vigoto, domritec omhothy
Gold will again financa about 34 billion in imports in 1975 A dosdhran in South
African demand for (orcign machinery will be roughly offxl by diminithed matkets
for mineral exports and reduced supplics of aguliural capetts (Undawilied)
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Publications of Inteeeet®

The Soviel Pishing lidusiey . Propecte and Probieme
FR RY 756, Velwuary 1975 = ot

The Simvict Vniom operates the world's Targret and mevat mesdetn fishing and
ﬁahing-:nmmt:i fleets. Many of the ambitione goals undes the 197175 plan will
not e el teoause of Inwer than expected chip acquicitiome, insufficirnt on shotr
ditttibation and proceesing cyateme, expanded long distance fiching operations and '
incteated consepvation measnter In the future, the likely impocition of 3 J00 mile

limit will foree Nmviet aperations into b produdtive seas

The Foonomic Situation in South Vietnam, January 1978
FROIR 784, Febwmary 1975, Confidential No Foreign Diwem

This menthly pablicztion prenvides a vearend apup of the South Viethamess
roonommy i 19740 a dewcniption of matket and credit developmente in Tanuarny,

and a summary of the pew 175 budert
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